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_ Special taxation means the eXcessibe taxation of ‘selected proup),»cpmmodities or 
activities for general revenue purposes. It is anafber form o} “bidgen taxes’—often 
hidden from the general taxpayer—antd persuades him into easy Spehding programs for 
which he expects to bear no share of tax responsibilities. It jr’the root of unfair tax 
treatment ; it is steadily increasing; and oh vad become the prédominant support of state 
governments in many states. . are 
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The Commission on State Tax Policy of the State of 
New Jersey recently issued a report containing this state- 
ment:* 

Many of the inequities of our present tax structures 
are due to the lack of forethought in selecting a tax base 
appropriate to the expenditure in mind. The tendency 
is to select the base that will first, yield the sum required ; 
second, be comparatively easy to collect; and, third, 
cause the least effective “‘squawk’’ from the taxpayer. 
This policy is largely responsible for our present hodge- 
podge of taxes, and the growing pressures of “special 
taxation.” The fact is that many of our leading industrial 
states are today supporting the great bulk of state ex- 
penditure programs on a narrow base of “‘selected tax- 
payers” while the individual (or even the broad base 
of business) is contributing very little to the costs of 
State Government. 

Every state contains examples of special taxation—that 
is, the taxation of selected groups, commodities or activities 
for general revenue purposes. It is recognized that there 
are valid reasons for selecting certain services and activities 
for special tax treatment, although when a tax is applied the 
yield should not exceed the purpose for which it is imposed. 
It is not, therefore, the use so much as the abuse of special 
taxation to which this statement is directed. Special taxes 
may be justified for — 





1 Fourth Report, ‘Financing a State Bonus for Veterans of World War II 
(Trenton, 1948), 31-32. 





1. The use of special state facilities or services—such 
as a “highway user’s tax” on gasoline. 

2. The regulation or control of commodities or serv- 
ices that are deemed to have harmful implications—the 
sale of alcoholic beverages or the operation of pari- 
mutuel race tracks. 

3. Identifying capacity to pay taxes through luxury 
expenditures—although luxuries are evasive items upon 
which to define a tax base. 

4, Adaptation of a tax to the special character of the 
subject—mutual insurance companies, public utilities and 
the severance of natural resources. 

But the trend is away from a careful application of such 
definitions, and is leading toward gross inequities of tax 
treatment and an unbalanced support of general services. 


Business Firms Are Affected 


For example, incorporated business bears a heavier tax 
burden in most states than does unincorporated business. 
Although thirty-two states tax business income through a 
corporate net income tax, only one state (New York) ex- 
tends the business net income tax to unincorporated busi- 
ness—except for the extension of personal income tax pro- 
visions to partnerships. Generality in such taxes is fre- 
quently accomplished by providing that they apply to all 
corporations not expressly exempted. This satisfies the legal 
requirement of general treatment. But there is in fact no 








. 
<fe 




















































THE TAX REVIEW 
1 EARP SA 3 SRA OIL SY BOS NS TLC AES SESE A a oT a a TT IO a I LE SETS TOES OGIO He, 























Table I 
State Tax Collections by Type of Tax: 1948, 1947, 1946, and 1945 
Amounts Collected (in millions) Per Cent Change 
1948 From From Per Cent 
(Pre- 1947 1945 Distri- 
limi- to to bution! 
Tax Source nary) 1947 1946 1945 1948 1948 1948 
1 2 3 x” 5 6 7 
Total Collections 
Including unemployment compensation $7,866 $6,745 $6,014 $5,603 16.6% 40.4% 
Excluding unemployment compensation 6,807 5,776 1,980 1,350 17.8 56.5 100.0% 
Sales and gross receipts 1,074 5.442 2,826 2,297 18.4 77.4 59.9 
General sales, use, or gross receipts 1,478 1,181 900 776 ye 0.5 ZL.T 
Motor vehicle fuels 1,265 1105 887 696 13.5 81.8 18.6 
Alcoholic beverages : ; ; 430 410 102 310 1.9 38.7 6.3 
Tobacco products 339 245 199 145 38.8 133.8 5.0 
Insurance companies 191 170 144 131 12.4 45.8 2.8 
Public utilities Ae 164 152 147 8.1 30.4 2.6 
Other . 194 158 142 90 22.7 115.6 2.9 
License and privilege ; 1,013 893 787 710 13.5 42-7 14.9 
Motor vehicles and operators 625 541 461 114 15.4 51.0 9.2 
Corporations in general 155 126 120 114 23.1 36.0 25 
Alcoholic beverages 73 70 67 58 ie 25.9 ES 
Hunting and fishing 47 i] 33 25 14.7 88.0 a 
1S aaa oa 14 114 106 98 —1 16.3 LF 
Individual income 506 418 389 357 20.9 417 7.4 
Corporation income S75 151 142 453 ar 26.5 8.4 
Property cian 282 261 253 276 8.1 2.2 41 
eat ALi IEE scenes enone 187 168 146 136 10.9 37.5 2:7 
Severance ; er speariineees 131 94 90 83 39.4 57.8 1.‘ 
Other, except unemployment compensation - 41 48 {7 38 16.2 7.9 6 
1,059 969 1,034 1,254 9.3 15.6 


Unemployment compensation . 


1 Excluding unemployment compensation. 


Source: U. S. Department of Commerce, Bureau of the Census, Governments Division, State Tax Collections in 1948 (Washington, August, 1948) p. 3. 


generality of tax treatment for all business income, because 
unincorporated business is not taxed in the same way as 
corporate business and in many instances it is not taxed 
at all. Even among corporations, the prevalence of exemp- 
tions, deductions and “in lieu” tax measures, causes great 
irregularity in the application of the tax. 

The special taxation of corporations is rationalized as 
an excise tax for doing business in a corporate capacity, 
and, by the shibboleth of “big business’’ (corporate) vs. 
“little business’’ (unincorporated), with the inference that 
“bigness” in itself is a valid target for unequal tax treat- 
ment. But even assuming that corporate privileges have a 
“taxable value,” and that a charter represents a measurable 
basis of taxation, there remains the problem whether some 
corporations should be taxed differently from others; and 
whether corporate privileges justify special taxation beyond 
a filing fee as compared with lesser or no burdens for un- 
incorporated business. If corporate income is properly tax- 
able because corporations are “big business,” there must 
be some explanation for including in such a definition of 
corporation those with assets of less than $50 thousand 
(and 50 per cent of all corporations fall in this class) , while 
partnerships many times larger are excluded. 

Total state tax collections,’ increased about 56 per cent 
between 1945 and 1948. Table I (column 6) indicates that 
within this over-all increase, all taxes upon sales and 
gross receipts increased 77 per cent. Sales and gross re- 





2 Unless otherwise indicated, unemployment compensation taxes are ex- 
cluded from statements of revenue. 


ceipts taxes classified as ‘‘general’’ (consumer sales, use, 
gross income, gross receipts, etc.) increased by 90 per cent. 
Even these ‘general’ taxes, however, contain considerable 
selective treatment as the result of the many exemptions 
and special provisions provided in the tax acts under which 
they are applied. Special taxes upon tobacco products in- 
creased by about 134 per cent between 1945 and 1948 
upon a large group of miscellaneous sales, and gross te- 
ceipts taxes increased 116 per cent; and while classified 
outside the sales and gross receipts group, but nevertheless 
related to it, state severance tax collections increased about 
58 per cent during this three-year period. 


Receipts High for Special Taxes 


In terms of total state tax collections in 1948, Table | 
(column 7,) shows that taxes upon sales and gross receipts 
represented about 60 per cent of all taxes in 1948. Taxes 
classified as “general” sales, use or gross receipts taxes 
represent, however, only 22 per cent of all tax collections. 
Taxes upon sales of gasoline and alcoholic beverages 
accounted for about 25 per cent. About 13 per cent was 
derived from special taxes upon other selected sales and 
gross receipts (tobacco products, insurance companies and 
public utilities) and another 15 per cent of the total repre- 
sented state charges for special licenses and privileges. 
Thus, under a most liberal definition of “‘general’’ taxation 
to include all income, property, death and gift taxes 4s 
well as ‘‘general’”’ sales and gross receipts taxes, the distri- 
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bution of general taxes as opposed to special taxes in 1948 
was: general taxes 44 per cent, special taxes 56 per cent. 
Under more realistic definition ‘‘general’’ taxes actually 
represent much less than the 44 per cent of all state tax 
revenues derived in this way. 

The change in state tax collections shown in Table I are 
only indicative, however, of the composite experience of all 
states. As composites, they are essentially averages and per- 
haps indications of trends, but they do not reflect the actual 
experience for any single state. Table II shows the major 
sources of state and local tax revenues for a single state 
(New Jersey) over a ten-year period ended in 1948. While 
an examination of this table indicates that the New Jersey 
tax structure is marked by a great lack of diversity and that 
dependence for tax revenues rests heavily upon the general 
property tax, in the matter of special taxation for state 
service support New Jersey is a great offender. 

In this state all taxes, other than the general property 
taxes, are almost entirely selective taxes upon special busi- 
nesses or special commodities and services. Taxes (Table II, 
column 10) upon railroads, public utilities, motor fuel, 
motor vehicles and alcoholic beverages account for about 
three-fourths of all 1948 state and local taxes other than 
property taxes and payroll (U.C.C.) taxes. The remaining 
one-fourth of all state and local taxes other than property 
taxes, is also on a selective tax base—inheritances, cor- 
porations, banks and pari-mutuel racing. The state has no 
general tax measure for state purposes, applicable to all 
business or to all individuals. Although the corporation 
franchise tax (a small tax of 8/10 of a mill upon allocated 
net worth) is a general tax upon corporate business, it 
does not apply uniformly to all corporations and there is 
no comparable tax applicable to unincorporated business. 
Consistent with the experience and trend toward special 


taxation, New Jersey (1948) provided additional state 
revenues from a Cigarette tax, but added nothing in the 
way of general taxation either upon business or upon indi- 
viduals, Indeed, when a veterans bonus was recently before 
the legislators, the financial methods most hopefully dis- 
cussed were, an increase in the beer tax, an increase in the 
gasoline tax and a new tax on the consumers of electric 
power. Unless a citizen of New Jersey buys gasoline, pur- 
chases liquor or cigarettes, bets on the races or dies, he 
pays virtually nothing (at least nothing of which he is 
aware) toward the support of his state government. 


State Legislators Under Pressure 


While the New Jersey tax structure differs from the 
composite tax structures of Table I, it is not by any means 
unique in its dependence upon special taxes. Under the 
two-way pressure for increased public services and against 
additional taxes state legislators tend to seek new revenues 
from sources with the least organized opposition. Pennsyl- 
vania is an example. Faced with the task of raising about 
$118 million of additional state tax revenues for the current 
biennium (1947-1949), the 1947 legislature adopted four 
significant tax changes: 

1. Act No. 99 (H. 665) modified the definition of 
losses deductible for purposes of determining the cor- 
poration net income tax. This was in effect a redefinition 
of net income taxable and was expected to increase the 
corporate income tax by about $20 million for the 
biennium. 

2. Act No. 95 (H. 662) doubled the rate of the 
cigarette tax—from 1 cent to 2 cents per 10 cigarettes 
—and was expected to increase the tax yield by about 
$38 million for the biennium. 


Table II 
State of New Jersey 
Major Sources of State and Local Tax Revenue 
(1939-1948) 
(amounts rounded to millions of dollars) 








1 2 3 4 5 6 1 4 9 10 
Tax Source 1939 1940 1941 1942 1943 1944 1945 1946 1947 1948 
1. General property taxes (exclusive of railroad 

GIO i iiicastatilinish crannadianiaesiiahaaaadmomaIaia $249.7 $250.0 $253.4 $250.5 $250.4 $256.4 $257.6 $266.6 $297.6 $322.1 
Di. TRRURORECR RG MOS sss cassslacess<Celeetencelscuscusseaceresoescieas tsa cante 18.7 18.3 15.0 18.4 23.9 21.8 20.5 16.7 15.0 16.1 
3. Public utility gross receipts and franchise .......... 13.0 12.8 15.3 16.3 17.0 18.3 18.8 19.8 21.8 23.57 
5 EES G11) | | | ae RR a eke enka ere 22.4 23.8 26.0 25.4 16.1 15.4 15.6 20.6 25.6 28.0? 
5. Motor vehicle and drivers’ license (including 

inspection fees) 20.4 22.8 24.3 23.9 19.9 20.4 20.2 23.7 27.5 30.4 
6. Beverage taxes! 8.6 9.3 9.6 11.0 11.0 10.2 11.4 13.2 13.2 15.1 
7. Inheritance amd estate taxes  accsnnsesscssseenemen 6.9 5.6 5.4 6.4 8.8 12.1 9.1 7.6 15.8 9.6 
8. Corporation taxes! (including insurance cor- 

PENT ei a cesercrensacscccdsnion nasicnensionooomaraes 6.4 7.3 6.6 6.7 6.8 yy 9.3 12.7 13.3 14.38 
| Renee mone seems 0.6 0.7 0.7 0.8 0.8 0.9 ) 1.4 1:5 1.6 
10. Pari-mutuel betting an _ 1.1 1:5 2.4 3.6 pe 41:3 
11. Unemployment compensation? .....cccccnnmnm 44.0 47.2 52.6 71.9 59.8 83.3 80.5 63.6 78.8 91.2 


ON cs a Ros 


wean 
1 Fiscal year ended June 30. 
2 Estimated 


sss $390.7 $397.8 $408.9 $431.5 $415.7 $44 


—————— TS | 


A $446.5 $44 


\o 


7 $517.1 $563.3 


~— 


3A small amount of duplication for financial business tax exists as between amounts shown for corporation taxes and for bank stock taxes. 


Source: New Jersey Commission on State Tax Policy, Fourth Report ‘‘Financing A Bonus for Veterans of World War II'’ (Trenton, August 27, 1948) p. 32. 





3. Act No. 101 (H. 663) doubled the rate of the malt 
or brewed beverage tax and was expected to increase 
the tax yield by about $22 million for the biennium. 

4. Act No. 371 (H. 345) imposed a new excise tax 
on soft drinks. The rate on bottled soft drinks is 1 cent 
per 12 fluid ounces or fraction to be collected as a stamp 
or crown tax. The new tax was expected to yield about 
$38 million during the biennium 1947-1949. 

The four tax measures adopted in Pennsylvania in 1947 
were, therefore, special taxes. The change in the corporation 
income tax represented a widening of the difference in tax 
treatment for corporate business as compared with unin- 
corporated business. Three of the tax changes represented 
outright measures of special taxation resting entirely upon 
selected commodities singled out from Pennsylvania's wide 
stream of economic activity for selective treatment. In the 
case of cigarettes and malt beverages which were already 
subjects of special taxation, the change meant a doubled 
tax burden. In the case of soft drinks which were not 
specially taxed before 1947, the change represented a heavy 
new tax burden at approximately 20 per cent of the sales 
price of the commodity. 


Raises Question of Tax Equity 

Revenue expectations under this program were not, 
however, fully realized. While Table III (columns 2 and 
3) shows that Pennsylvania state tax receipts increased by 
about 23 per cent between 1947 and 1948, two commodities 
(cigarettes and malt beverage) had to accept a 100 per 
cent increase in tax rate, and a third commodity (soft 
drinks) had to absorb an entirely new tax. Whatever its 
merits as a measure of expediency, tax legislation of this 
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type is subject to serious questions upon the grounds of tax 
equity. Pennsylvania, like New Jersey, raises its major tax 
revenue from a selective tax base and the latest legislation 
in both states has met increasing governmental costs by 
extending the practice. 

Precedent has played a large part in the development of 
special taxes. The “experience of other states” is a potent 
argument before a legislature; and wide usage becomes 
readily identified in popular thinking as a fair measure of 
a ‘‘well balanced”’ tax structure. The spread of the cigarette 
tax is a case in point. Largely on the grounds of the 
revenue possibilties in the regulation of the sale of a ‘‘harm- 
ful” commodity, Iowa took the lead in imposing such a tax 
in 1921. By the end of 1938, twenty-one states were using 
the tax. By 1946, a total of thirty-one. In that year, how- 
ever, only 10 states taxed cigars, eight taxed smoking to- 
bacco and five taxed chewing tobacco and snuff—equally 
“harmful” but not nearly as profitable revenue-wise. Under 
inflation-borne pressure for new revenues, eight additional 
states have been added to the list and cigarettes are now 
taxed in thirty-nine states. This tax has reached the point 
at which it is no longer considered as special taxation of a 
selected commodity and its regulatory features have lost 
all significance. It rests squarely upon the grounds of 
adequate yield, ease of collection and “the least effective 
squawk.”” 

But the yield of special taxation is actually of the greatest 
variety, with little reference to anything but revenue and 
ease of collection. It includes such things as coin-operated 
devices, book publishers, soft drinks, potatoes, amusements, 
bee keepers, musical and dramatic copyrights, kerosene, 
predatory animals and carbonic acid. Among the states 


Table III 


Major Sources of Pennsylvania State Tax Receipts 
Exclusive of Unemployment Compensation Taxes 
1946-1948 
(thousands of dollars) 














Per Cent Per Cent 
Change of Total 
Tax Source 1946 1947 1948 1946-1948 1948 
1 2 8 4 5 
1. Gross receipts and sales: 
a) Gasoline (liquid fuels)? $ 61,347 $ 61,811 + 40.7% 17.1% 
ON IO ee ene OT 20,988 37,348 +121.2 10.3 
IE MPR MORN ARAM occ cons sacsepeccrecnecs Soc am tetera cet elect 11,834 25,104 +121.0 6.9 
Oo rs 16,511 17,509 + 21.1 4.8 
Dem IRN soc ccressessseonDiiseccnctceclsescsa cians uemeeeisammemene. ietoeense ah yell) eeecep TA89s 0)  icatii 3.7 
a aT AION acs asssdesionchinnndctnipneinsrucnltngnelonce 11,774 12,950 + 15.9 3.6 
g) Public utilities 7,141 8,613 + 19.3 2.4 
a RRL NAPUS EEN ii srs nsescaieecesicsccesccarsastceatesonboae 95 69 — §5 02 
REESE Re eR Re Ot EE EC ROO TE $105,110 $129,690 $176,757 + 68.2% 48.8% 
2. Corporation INCOME oo... ene: Mee ae te ee NT $ 42,585 $ 50,563 $ 58,321 + 37.0% 16.1% 
Re cep RNC NI ne ee 36,820 42,996 46,764 + 27.0 12.9 
4. Corporation—Capital stock and bonus 32,432 33,087 40,727 + 25.6 11.2 
5. Inheritance and estate ooccccccccccccssssseeen 20,500 20,234 23,987 + 17.0 6.6 
6. All other taxes, licenses and fe@S oecccccccsssssscsscssssmnnee 14,816 16,731 15,616 + 5.4 4.4 
RE Sa ET eee $293,301? $362,172! + 43.6% 100.0% 





1 Exclusive of state collected local taxes upon gasoline and alcoholic beverages, but inclusive of inheritance tax costs and insurance taxes paid to pension funds. 


Source: Commonwealth of Pennsylvania, Governor's Office, Budget Secretary (mimeographed statements). 
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which have no general sales or gross receipts tax, Massa- 
chusetts places a tax of 5 per cent upon the sale of meals 
where the charge is one dollar or more. Texas singles out 
playing cards, cosmetics, radios and cement. South Carolina 
taxes the sale of playing cards, cartridges, shells, and soft 
drinks. In 1947, Pennsylvania followed the precedent estab- 
lished by South Carolina and adopted a “‘cent a bottle tax” 
upon soft drinks while leaving other “‘nickel’’ items un- 
taxed. Oleomargarine is the object of special taxation in 
nineteen states. Although all states tax gasoline, Mississippi 
and Nevada tax fuel oil used in motor vehicles at a 1 cent 
higher rate than they tax gasoline. Texas imposes an addi- 
tonal tax of 2 cents upon liquid fuel other than gasoline; 
and Alabama and Louisiana have selected lubricating oil 
: special tax treatment. 


Results in Excessive Tax Rate 


The punitive impact of special taxation upon selected 
commodities is demonstrated by the “cent a bottle” tax 
upon soft drinks in South Carolina and Pennsylvania. 
Upon a five cent commodity, this tax constitutes a 20 per 
cent sales tax—a rate which would be clearly excessive if 
applied generally to all commodities or to all retail sales. 
There is no defense of ‘‘facility,” ‘use’ or ‘“‘special char- 
acter” involved in the consumption of soft drinks; and it 
would be difficult to rationalize the tax upon the basis of 
“regulation.” It is sometimes defended upon the question- 
able classification of a ‘‘5-cent luxury’’; but more realisti- 
cally because it has substantial yields, is easy to collect 
(through the crown manufacturer), and arouses a deep- 
seated but narrow base of resistance. It places the seller at 
a severe competitive disadvantage in the “nickel market’’; 
but his small priced commodity provides, nevertheless, 4.6 
per cent of all sales tax revenue in South Carolina, and 


3.7 per cent of the total in the large industrial state of 
Pennsylvania. 

A whole new field of special taxation at the local level 
has been opened up in Pennsylvania by the adoption of 
legislation (A. 481-{[1947}) permitting local governments 
to tax virtually anything not already taxed by the state. 
By September of 1948, a total of 382 local jurisdictions in 
Pennsylvania had adopted 503 new local taxes. These new 
taxes at the local level covered more than twenty types of 
special taxes upon which such services, commodities and 
activities as amusements, coal mining, mechanical devices, 
deed transfers, occupations, parking spaces, scrap metal, 
manufacturers and taxi cabs. This new “home-rule”’ act in 
Pennsylvania promises a diversity of special taxes hereto- 
fore unequalled at the local level. An integrated state and 
local tax structure is impossible under such circumstances, 
and tax equity as among taxpayers becomes a hopeless 
goal. 

The conclusions are these: 

1. Unless defended on the need of special purpose or 
special treatment, taxation of a single industry, a group 
of businesses, a single product or selected individuals 
for general revenue purposes alone is contrary to sound 
tax policy and cannot be justified in terms of tax equity. 

2. Such taxation represents in many instances a new 
form of ‘hidden taxes’—hidden from the general tax- 
payer, and persuades him to adopt expenditure programs 
for which he expects to bear no tax responsibilities. 

3. Special taxation is the root of unfair tax treatment; 
it is steadily increasing and it has become the predomi- 
nant support of state governments in many states. 

4, Special taxes should be both reduced and avoided 
in favor of broader and more uniform bases of support 
for the general service requirements of state government. 
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